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(3) The amount withdrawn from in-
vestment in less developed countries
for the taxable year as determined
under section 955(a) (as in effect before
the enactment of the Tax Reduction
Act of 1975) and paragraph (b) of § 1.955–
1.

(g–2) Withdrawal of previously excluded
subpart F income from investment in for-
eign base company shipping operations.
Books or records sufficient to verify
the previously excluded subpart F in-
come of the controlled foreign corpora-
tion withdrawn from investment in for-
eign base company shipping operations
for the taxable year must establish—

(1) The sum of the amounts of income
excluded from foreign base company
income under section 954(b)(2) and
paragraph (b)(1) of § 1.954–1 for all prior
taxable years,

(2) The sum of the amounts of pre-
viously excluded subpart F income
withdrawn from investment in foreign
base company shipping operations for
all prior taxable years, as determined
under section 955(a) and paragraph (b)
of § 1.955A–1,

(3) The amount withdrawn from in-
vestment in foreign base company ship-
ping operations for the taxable year as
determined under section 955(a) and
paragraph (b) of § 1.955A–1, and

(4) If the carryover (as described in
§ 1.955A–1(b)(3)) of amounts relating to
investments in less developed country
shipping companies (as described in
§ 1.995–5(b)) is applicable, (i) the
amount of the corporation’s qualified
investments (determined under § 1.955–2
other than paragraph (b)(5) thereof) in
less developed country shipping compa-
nies at the close of the last taxable
year of the corporation beginning be-
fore January 1, 1976, and (ii) the
amount of the limitation with respect
to previously excluded subpart F in-
come (determined under § 1.955–
1(b)(1)(i)(b)) for the first taxable year of
the corporation beginning after Decem-
ber 31, 1975.

(h) Withdrawal of previously excluded
export trade income from investment.
Books or records sufficient to verify
the previously excluded export trade
income of the controlled foreign cor-
poration withdrawn from investment
for the taxable year must establish the

United States shareholder’s propor-
tionate share of—

(1) The sum of the amounts by which
the subpart F income of such corpora-
tion was reduced for all prior taxable
years under section 970(a) and para-
graph (b) of § 1.970–1,

(2) The sum of the amounts described
in section 970(b)(1)(B),

(3) The sum of the amounts of pre-
viously excluded export trade income
of such corporation withdrawn from in-
vestment under section 970(b) and para-
graph (c) of § 1.970–1 for all prior tax-
able years, and

(4) The amount withdrawn from in-
vestment under section 970(b) and para-
graph (c) of § 1.970–1 for the taxable
year.

(i) Increase in earnings invested in
United States property. Books or records
sufficient to verify the increase for the
taxable year in earnings invested by
the controlled foreign corporations in
United States property must estab-
lish—

(1) The amount of such corporation’s
earnings invested in United States
property (as defined in section 956(b)(1)
and paragraph (a) of § 1.956–2) at the
close of the current and preceding tax-
able years, as determined under para-
graph (b) of § 1.956–1,

(2) The amount of excluded property
described in section 956(b)(2) and para-
graph (b) of § 1.956–2 held by such cor-
poration at the close of such years,

(3) The earnings and profits, to which
section 959(c)(1) and paragraph (b)(1) of
§ 1.959–3 apply, distributed by such cor-
poration during the preceding taxable
year, and

(4) The amount of increase in earn-
ings invested by such corporation in
United States property which is ex-
cluded from the United States share-
holder’s gross income for the taxable
year under section 959(a)(2) and para-
graph (c) of § 1.959–1.

[T.D. 6824, 30 FR 6481, May 11, 1965, as amend-
ed by T.D. 7211, 37 FR 21436, Oct. 11, 1972; T.D.
7893, 48 FR 22511, May 19, 1983; T.D. 8331, 56
FR 2849, Jan. 25, 1991]

§ 1.964–5 Effective date of subpart F.
Sections 951 through 964 and §§ 1.951

through 1.964–4 shall apply with respect
to taxable years of foreign corporations
beginning after December 31, 1962, and

VerDate 11<MAY>2000 09:04 Apr 13, 2001 Jkt 194089 PO 00000 Frm 00503 Fmt 8010 Sfmt 8010 Y:\SGML\194089T.XXX pfrm09 PsN: 194089T



504

26 CFR Ch. I (4–1–01 Edition)§ 1.970–1

to taxable years of United States
shareholders within which or with
which such taxable years of such cor-
porations end.

[T.D. 7120, 36 FR 10862, June 4, 1971

EXPORT TRADE CORPORATIONS

§ 1.970–1 Export trade corporations.

(a) In general. Sections 970 through
972 provide in general that if a con-
trolled foreign corporation is an export
trade corporation for any taxable year,
the subpart F income of such corpora-
tion shall, subject to limitations pro-
vided by section 970(a) and paragraph
(b) of this section, be reduced by so
much of such corporation’s export
trade income as constitutes foreign
base company income. To the extent
subpart F income of an export trade
corporation is reduced under section
970 and this section, an amount is re-
quired by section 970(b) and paragraph
(c) of this section to be included in
gross income of United States share-
holders of the corporation if there is a
subsequent decrease in such corpora-
tion’s investments in export trade as-
sets. See section 971(a) and paragraph
(a) of § 1.971–1 for definition of the term
‘‘export trade corporation’’, section
971(b) and paragraph (b) of § 1.971–1 for
definition of the term ‘‘export trade in-
come’’, and section 971(c) and para-
graph (c) of § 1.971–1 for definition of
the term ‘‘export trade assets’’.

(b) Amount by which export trade in-
come shall reduce subpart F income—(1)
Deductible amount. The subpart F in-
come, determined as provided in sec-
tion 952 and the regulations thereunder
but without regard to section 970 and
this paragraph, of a controlled foreign
corporation which is an export trade
corporation for its taxable year shall
be reduced by an amount equal to so
much of its export trade income as con-
stitutes foreign base company income
for such taxable year, but only to the
extent that such amount of export
trade income does not exceed the limi-
tation determined under subparagraph
(2) of this paragraph for such taxable
year. See section 972 and § 1.972–1 for
rules relating to the consolidation of
export trade corporations for purposes
of determining the limitations de-

scribed in subparagraph (2) of this
paragraph.

(2) Limitation on the amount of export
trade income deductible from subpart F
income. The amount by which subpart F
income of an export trade corporation
may be reduced for any taxable year
under subparagraph (1) of this para-
graph may not exceed whichever of the
following limitations is the smallest:

(i) The amount which is equal to 150
percent of the export promotion ex-
penses, as defined in section 971(d) and
paragraph (d) of § 1.971–1, of the export
trade corporation paid or incurred dur-
ing the taxable year which are properly
allocable to the receipt or the produc-
tion of so much of its export trade in-
come as constitutes foreign base com-
pany income for such taxable year;

(ii) The amount which is equal to 10
percent of the gross receipts (other
than from commissions, fees, or other
compensation for services), plus 10 per-
cent of the gross amount upon the
basis of which are computed commis-
sions, fees, or other compensation for
services included in gross receipts, of
the export trade corporation received
or accrued during the taxable year
from, or in connection with, the sale,
installation, operation, maintenance,
or use of property in respect of which
such corporation derives export trade
income which constitutes foreign base
company income for such taxable year;
or

(iii) The amount which bears the
same ratio to the increase in invest-
ments in export trade assets, as defined
in section 970(c)(2) and paragraph (d)(2)
of this section, of the export trade cor-
poration for its taxable year as the ex-
port trade income which constitutes
foreign base company income of such
corporation for such taxable year bears
to the entire export trade income of
the corporation for such year.
Under subdivision (ii) of this subpara-
graph, in the case of minimum or max-
imum fee arrangements, the deter-
mination shall be made on the basis of
the actual gross amounts with respect
to which such fees are paid, rather
than on the basis of the amounts upon
which such minimum or maximum fees
are computed. All determinations of
limitations under this subparagraph
shall be made on an aggregate basis
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